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Scott Paper Limited 
1978 Annual Report 


Head office/ Vancouver, British Columbia 

Plants/ New Westminster and Surrey, 
British Columbia; Crabtree and 
Lennoxville, Quebec 

Sales offices/ Vancouver, Winnipeg, Toronto, 
Montreal and Dartmouth, Nova Scotia 


Valuation Day Value 


For Canadian capital gains tax purposes, valuation 
day values of Scott Paper Limited securities are as 


follows: 
Common:Shares> 4 ee $ 18.50 
1971 Series A Debentures. .......... $102.00 


Ce rapport annuel est publié en francais et anglais. 


Si vous désirez en obtenir un exemplaire additionnel, priére d’adviser le 


Secrétaire. 
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Chairman’s Message to Employees and Shareholders 


The year 1978 was a very good one for Scott 
Paper Limited. We are pleased to be able to report 
significant gains in sales and earnings which are 
the result of a well-balanced performance 
throughout the company. Overall sales results 
from all divisions were encouraging. The 
performances of our manufacturing and service 
organizations were also at high levels and all 
segments of the company coordinated well 
together as they must do in order to achieve 
balanced and sustained growth. 


Net sales for the year increased by 12.2%, rising 
from $103,884,000 to $116,539,000 and net 
income after taxes increased from $3,659,000 to 
$4,239,000, for an increase of 15.9% over 1977. 
Net income per share was $1.75 in 1978 versus 
$1.52 in 1977. In addition to the subdivision of 
shares which took place December 4, 1978, the 
number of shares outstanding increased by 
24,750 shares as a result of the conversion of 
stock options. There were selective increases in 
selling prices of our products in order to offset 
rising costs of pulp, labour and materials that 
could not be recovered by productivity gains. 


During the control period of the Anti-Inflation 
Board, dividend payments were restricted and the 
percentage of our earnings paid as dividends 
declined. However, after the controls were 
removed last fall, the quarterly rate was . 
increased for both the October 1978 and January 
1979 payments and the indicated annual rate for 
the year 1979, 60¢ per share, is approximately 
34% of our 1978 earnings per share. This is a 
greater proportion than we were allowed to 
maintain during the control period. It is the 
objective of the Company to pay out as dividends 
between 30% and 40% of net income, depending 
of course upon earnings performance and the 
capital needs of the company. 


The year was eventful. During August, we 
acquired the assets of Lennox Paper Limited of 
Lennoxville, Quebec. Including a modern 100" 
tissue machine and converting equipment and 
situated on approximately 27 acres of prime 
industrial land near Sherbrooke, this new plant 
will coordinate very well with our operations at 


Crabtree, Quebec and provide much needed 
expansion potential for a low initial investment. 
In November, an extraordinary meeting of 
shareholders was called to subdivide the 
common shares of the company 3 for 1, to change 
the name of the company to include a French 
language version, Les Papiers Scott Limitée, and 
to revise the Articles of Association in order to 
bring them into conformance with recent 
changes to the Companies Act of British 
Columbia. All three proposals were approved and 
the shareholders not in attendance were notified 
accordingly. The subdivision of the common 
shares took effect on December 4 and provides an 
opportunity for increased trading so that more 
Canadians may have the opportunity of investing 
in the company. As a result of the name change, 
the company may identify itself and conduct its 
affairs solely in the French language, which is a 
great advantage in Quebec. 


A new agreement is being completed with Scott 
Paper Company of Philadelphia, Pennsylvania, 
calling for both management and financial 
participation in research and development 
programs to be carried out by Scott in their U.S. 
facilities and elsewhere. The agreement is part of 
a long-term arrangement which joins together all 
of Scott’s international affiliates in a way that 
will significantly increase financial, marketing 
and technical resources 
available for develop- 
ment of new products 
and processes. It will 
take effect in 1979. 


We were fortunate in 
June to gain the services 
of Mr. Marcellin 
Tremblay of Montreal 
as a director of the 
company. Mr. Tremblay 
is President of the 
Canadian Provident 
Group, Vice Chairman 
of the Northern Life 
Assurance Company of 
Canada, and a director 
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of several other important Canadian financial 
organizations. 


1978 was a most challenging year and the 
positive results therefore are most satisfying to 
our people. As we move into 1979, Canada 
continues to face the problems of high 
unemployment and rising costs in many areas. 
it is vital to the future of the country that 
government and fiscal policies be formulated to 
provide improved confidence in the political and 
financial future. It is our firm hope that all 
sectors will recognize the great danger to the 
future if restraint is not practiced in government 
spending and in the unrealistic expectations from 
our economy so that we do not return to the 


double digit inflation of the mid-1970’s. 


Most economists predict a less than satisfactory 
growth in 1979. However, your company is 
planning to continue its sales and earnings 
progress. The continued support and cooperation 
of our most valued co-workers, our customers 
and suppliers will play a major role in our efforts 
toward further growth in 1979. 


FOR THE BOARD OF 


DIRECTORS, 


GEORGE L. O’LEARY 
Chairman 
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Review of the Year 


The increase in sales for the year was 
encouraging, particularly during the latter half of 
1978, when the rate of growth over 1977 
accelerated. The marketplace for our products 
changes continuously and the rate of change is 
also increasing as the consumer expresses new 
preferences and demands for improvements in 
product quality, value and esthetic appeal. The 
photograph on page two of the report depicts 
several of the most important product changes 
which were introduced. 


In recent years, the sales environment for 
sanitary packaged products has become very 
price competitive and this factor became even 
more pronounced during 1978, following the 
introduction of the generic product concept in 
parts of Canada. These products are identified 
only by category and package quantity and are 
sold primarily on a price appeal. To maintain our 
competitive position, we have intensified even 
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AT YEAR END 


Ih SAUER, 3 hl a En arn ae ne ee 
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further our emphasis on product quality and 
value as the only way to build a leading market 
position. The continuing strong performance of 
Cottonelle bathroom tissue has been very 
encouraging in this regard. 

The important product and packaging 
innovations which were completed during 1978 
included Purex and Cashmere bathroom tissue, 
Scotties facial tissue and ScotTowels. Purex, 
Cashmere and ScotTowels are benefiting from 
significant improvements to product quality and 
value and Scotties are now available in a fresh 
new range of earthtone colours in beautifully 
coordinated packaging. Considering the wide 
variety of package and case assortments which 
must be maintained, the changeovers were 
accomplished efficiently as a result of effective 
coordination between our marketing and sales 
organizations on the one hand, and the 
manufacturing and logistics divisions on the 


1978 1977 
(thousands of dollars Percent 

except per share) Change 
mAs ® 116557 $ 103,884 12 
ck Ne So O61 epee Oy. 
Pee au 2,675 2,471 8.3 
Sap 6,555 5,674 155 
Ae 270) Oh lew 
ees. . 2,016. 2,015 14.9 
meen fe EP) 3,659 15.9 
i leo 1e5 2% 
age seo. 1,040 13.4 
a Mate oY 486 433" 
SP tee, 0008 2,619 16.8 
nee 11,026 9,373 20.8 
eA ~ 4.54" 3.90" 
wy Ee VO 9,813 (20.8) 
SAE Nes 30,867 27,898 10.6 
Moe 1.7 1.6 


Mae De hoes $20,354 
seat ee fy 13.42° 
a aan 2,426,250 


2,401,500" 
alee oe BER 991 
mst osu 1,554 


Sorteee oe S 40 
* Restated to reflect 3 for 1 share split, December 4, 1978. ee eeae 
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other. We believe the quality and values offered 
by our product line at the present time have 
never been stronger and we look forward to 
continued sales progress as we move into 1979. 


Our manufacturing division, including the new 
Lennoxville plant, performed well during the 
year. While the official takeover of the 
Lennoxville operation occurred in August, the 
start-up of production was not scheduled until 
October. This followed extensive training, 

the conclusion of a two-year labour agreement 
with the Confédération des Syndicats Nationaux 
and the organization of accounting, maintenance 
and purchasing systems. The Lennoxville plant 
adds about 8% to our annual capacity at present 
production rates but, more importantly, provides 
an additional well-located plant site for future 
expansion and development in the key Eastern 
Canadian market. 


Productivity at Crabtree and New Westminster 
increased as both plants turned in overall 
performances which helped offset the continued 
impact of inflation on all purchased materials 
and supplies. The Crabtree operation was 
hampered to some extent by a fire in April which 
destroyed most of the electrical system of #4 
paper machine. The system was fully restored in 
five weeks and we are grateful for the spirited 
cooperation of our own crews, as a considerable 
amount of overtime was required to rebuild the 
system and maintain the rest of the mill in good 
operating order at the same time. 

During the year, in addition to the labour 
agreement at Lennoxville, two-year agreements 
were concluded with the Confédération des 
Syndicats Nationaux at Crabtree and the Office 
and Technical Employees’ Union at New 
Westminster and Vancouver. The labour 
agreement in the Western Manufacturing 
Division with the Canadian Paperworkers’ Union 
expires June 30, 1979. 

After several years of stability, pulp prices 
increased in October, 1978 and again January 2, 
1979. The two increases together amount to 
approximately 20% over average prices during 
the year 1978. The long and extensive shutdown 
of pulp mills on the West Coast of the United 
States and curtailment of Scandinavian 
production has reduced the worldwide pulp 
inventory much more quickly than had been 
anticipated, raising possibilities of additional 
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Lennoxville 


Lennoxville is a picturesque little university tow 
nestled in Quebec’s Eastern Townships. The town i 
some 145 km. from Montreal and 7 km. from the area 
hub of activity, Sherbrooke. 


Located at the junction of the St. Francis and Mas: 
awippi rivers, the town began as a trading post unde 
the French regime, which named the area Les Petite 
Fourches (little folks) in contrast to Sherbrooke, Le 
Grandes Fourches. Like Sherbrooke, it was settled in th 
1790’s by Loyalists from Vermont. The settlement wa 
named in honour of Charles Lennox, Duke of Rick 
mond, a Governor-in-Chief. 


Lennoxville was incorporated in 1920 and now has 
population of approximately 4,000. It is mainly a 
English-speaking community and is the home ¢ 
Bishop’s University and Bishop’s College School fc 
boys. Both the university and the school are under th 
auspices of the Anglican church. The town also has 
high school and a Roman Catholic school. 


Local industries include glove factories, a maple prc 
ducts plant, lumber mills, an asbestos-products factor 
a plant manufacturing screen plates for paper mills, 
brass foundry and a machine shop. The town is also th 
centre of a rich mixed-farming area and has on it 
outskirts a 700-acre Dominion experimental farm, es 
tablished in 1914. 


In the winter the Townships are alive with skiers of a 
ages, as literally hundreds of slopes are available withi 
a short drive of the Sherbrooke-Lennoxville area. Du: 
ing the summer months the surrounding lakes are hom 
once again:to vacationers from the Montreal area. 


The Lennoxville Division mill is situated at the edge c 
town on the Massawippi River, close to main rail line 
and roads. Production began on Friday, October 13tl 
1978, with the first two-ply parent roll shipment leavin 
the mill two days later. The mill currently employs 7 
people and it is expected that this number will increase. 
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increases during 1979. However, the start-up of 
our secondary fibre operation in Crabtree and 
improvements to productivity and quality levels 
of the mechanical pulping process in New 
Westminster have increased the percent of 
own-make fibre in our furnishes, which help to 
offset the increase in delivered pulp costs. 


The company closed the year in a strong 
financial position after posting solid gains in 
sales and earnings. Sales increased 12.2% to 
$116,539,000 and included only minor gains from 
selective price increases. The 15.9% increase in 
net income after taxes — to $4,239,000 from 
$3,659,000 — is after absorbing all training and 
start-up expenses at Lennoxville and depreciation 
expenses of $4,661,000 which were 21.7% greater 
than 1977. The increase in depreciation is due to 
accelerated write-off of machinery and 
equipment plus the additional expense arising 
from the approximately $17,600,000 of capital 
additions in 1977 and 1978. 


Cash flow from operations increased 20.8%, toa 
total of $11,026,000 for the year and capital 
expenditures were $7,773,000, including the 
purchase of the Lennoxville plant. Capital 
expenditures were lower than 1977 due in part to 
the fire at Crabtree which caused a delay in some 
projects there. Inventories and short term bank 
indebtedness were reduced and working capital 
increased. Capital expenditures for 1979 are 
expected to be $6,700,000. 


Salaries, wages and benefits paid amounted to 
$30,867,000, 10.6% greater than 1977. 


Looking over the five years since 1973, the 
company has made good progress. Net sales and 
net income after taxes have more than doubled, 
increasing by 107% and 112% respectively. Cash 
flow from operations is up 96% and, at present 
levels, these internally generated funds will 
finance a high proportion of on-going 
modernization needs. Shareholders’ equity at 
year end was $14.62 per share versus $9.52 per 
share at the end of 1973, and dividend payments 
to shareholders, based on the quarterly rate now 
in effect, are 83% higher than the comparable 
period of 1973. 1978 was the 48th consecutive 
year of dividend payments by the company. 


The price range of stock traded on the Toronto 
Stock Exchange during the year was $8.00 to 
$11.50 per share versus $7.25 to $9.75 in 1977. 
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Consolidated Statements of Income and Retained Income 


Year ended December 31 


| 1978 1977 


| (in thousands) 
Sales, less allowances and after deductin 
Federal sales tax of $9,781,000 (1977 — $9,319,000) ........ $103,884 
eB 
| EXPENSES (Note 6): 
Cost of prodticts sold so. oe ae : 72,234 
Selling and ‘distribution expenses. 20 ene er eee 5 | 19,728 
Administrative and general expenses .- spine eee : Oe Ie: 
Debenture interest and amortization of issue costs ........... G : Da AS) 
Bank interest’s.'s i406 ae be cietese chee tahoe eee Te ee e 251 
: 2 98,210 
Income’ before income taxesi inne ae : : 5,674 


INCOME TAXES: 


Current sida oi ey ee ee Pe ert csat te 198 
Deferred 3/0.0.0000.5 og ee al7 
: A : 2,015 

Income for'the year’. 92) eee C $ 3,659 


Income per share ite ci ee ee | S152 


| 
| RETAINED INCOME: 
| 


Retained, income at beginning of year see eee oe $ 22,995 
Income for the yeati oo) se ee ee : 3,659 
26,654 
| Dividends (Note.8))jscsen: jose |e ee < 1,040 


Retained income at end/of year ae : . $ 25,614 
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Consolidated Statement of Financial Position 


December 31 
1978 O77 
(in thousands) 
CURRENT ASSETS: ee 
COIN 5 5 2 0 BE OR ee a $ Oo $ 36 
re ericratheraccountsteceivaple 4.4. a0, se ee eee ae: 10,958 8,926 
MMConMcmt ae sreCOVETADICH. cis wtee OR 2: poet gaa da he oe — 209 
PPIMETELORTE SEIN OLCC) Mera e ct n nN oe cel oh, a 5 ah) ainaccene es Be 22,010 D4 3/7, 
1E TRESS TG Ba AVET ENS 52 At Tas a a PR eA 306 179 
33,307 ay 
CURRENT LIABILITIES: 
GUSIS HUIS RONNIE, 2.) Uneey ole a nee Nae an See ee tee ea 7,479 127192: 
Necounts payable and accrued liabilities... ...3...2..2.e0 64: 11,204 8,644 
REGGE UNG SIDA V aD Cowie. sR ONY Se ged hid tcc acts Guy eels aan 452 — 
Surmrcntpertion of long-term debt (Note 4]... ....... 426) ee 770 770 
19,905 21,606 
errercrta Ome) be eects aA Autre LaRue itt Ais ut PR Se 13,402 (DS weal 
Add: NON-CURRENT ASSETS — 
ie, AeASSets NOLES | Mma sree ee chin cae uel Aue aed 52,027 
Wneamonrizea debenture discount and issue expenses’ 7.40.01... 383 
Miisce FateOUStaSSctSmrw ie waite tr tee OS oF ea oe 321 
52,731 
Deduct: NON-CURRENT LIABILITIES — 
Siiitioe MG CepenturesINOte 4). atc. actine se ye o-Ge an eevee 19,286 
Meteseunncome taxes (Note l(d\) 5 aeutrw <<). oa 4 ous ee ieee 11,363 
30,649 
IN (RESIST: ya eat o Rs Ra) $35,484 
SHAREHOLDERS’ INTEREST: 
Suan esy eh head! ANCE SH) goa AW ee, SO $ 6,810 
Pee mean COMICH INOtE4 Ii takings Hedlen Se. nes d boc eseemee Sere 28,674 
$35,484 


APPROVED BY THE BOARD OF DIRECTORS: 


G. L. O’Leary 
Director 


A. W. Fisher 
Director 
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December 31, 1978 


Summary of significant accounting policies: 


(a) Principles of consolidation — 
The consolidated financial statements include 
the accounts of Scott Paper Limited and its 
wholly-owned subsidiaries, Westminster Paper 
Company Limited, operating, and Omega 
Products Limited, non-operating. 
All intercompany transactions are eliminated. 


(b) Inventories — 
Inventories of finished products and 
work-in-process are valued at the lower of 
average cost and market value determined on 
the basis of net realizable value. Raw materials 
and supplies are valued at average cost which 
is not in excess of replacement cost. 

(c) Depreciation and amortization — 
Fixed assets — 
Depreciation is provided on buildings, 
machinery and equipment on a straight-line 
basis over their estimated useful economic 
lives at rates ranging from 242% to 20% of 
original cost per annum. 
Debenture discount and issue expenses — 
The amortization of debenture discount and 
issue expenses is provided on a basis related to 
the principal amount outstanding. 


=~ 


Income taxes — 

On January |, 1968 the Company adopted the 
tax allocation method of accounting for 
income taxes for all periods subsequent to 

that date. 

Subsequent to January 1, 1968, the Company 
has provided for deferred income taxes arising 
primarily from claiming capital cost 
allowances available for income tax purposes 
in excess of depreciation charged to 

operations. 

Prior to January 1, 1968, the Company followed 
the policy of charging against earnings only 
income taxes actually payable after claiming 
maximum capital cost allowances available for 
income tax purposes on its fixed assets. 
Because capital cost allowances exceeded 
depreciation provided in the financial 
statements for those years, there are 
accumulated reductions in income taxes 
otherwise payable of approximately $3,902,000 
which have not been recorded as deferred 
income taxes. 

The Company follows the practice of 
recognizing the investment tax credit 
currently as a reduction of income tax 
expense. 


BI / 
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Notes to Consolidated Financial Statements 


Inventories: 


Inventories consist of — 
December 31 


1978 1977 
(in thousands) 


Finished products and 


work-in-process...... SI3277 $16,624 
Raw materials and 
SUPPLIES 7a eee 8,733 7,193 
$22,010 $24,377 
Fixed assets: 
Fixed assets consist of — 
December 31 
1978 1977 
(in thousands) 
Vand at costes amo Ae tey | $ 544 
Buildings, machinery 
and equipment, 
At COSt Pe ee eae 86,262 80,794 
Less: Accumulated 
depreciation’ 4-442 34,809 32,232, 
Net book value 
of depreciable assets . . 51,453 48,562 
$52,027 $49,106 


As part of a continuing review program the 
Company has revised the estimated useful 
economic lives of certain fixed assets and has 
removed from both cost and accumulated 
depreciation amounts in respect of assets which 
have become obsolete or were abandoned over a 
period of years. The net book value of these assets 
amounting to approximately $100,000 has been 
included in the additional depreciation of 
$310,000 referred to below. 

As a result of these decisions the depreciation 
charged to operations for the year ended December 
31, 1978 has been increased by approximately 
$310,000 and net income has been decreased by 
$176,000 (7¢ per share). 
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4. Sinking fund debentures: 


mEMMelpaleaMOlnGassuedyr ln ss eek cae ub eas 


Principal aMOUNEOUTSTANCING |. hss veges es os es 
Less: Payments due within one year ............ 


894% sinking fund debentures, Series A — 

The Series A debentures were issued on July 2, 
1971 with a maturity date of July 2, 1991 and 
require that mandatory sinking fund payments be 
made in each of the years 1974 to 1990 to retire 
$360,000 of the debentures per annum with an 
option to retire a further $180,000 per annum. 
115% sinking fund debentures, Series B — 

The Series B debentures were issued on December 
9, 1975 with a maturity date of October 31, 1990 
and require that mandatory sinking fund 
payments be made in each of the years 1978 to 
1989 to retire $770,000 of the debentures per 
annum. 

The trust agreement contains a distribution test 


Share capital: 


On December 4, 1978 Scott Paper Limited split its 
share capital 3 for 1. The authorized share capital 
of the Company after the split consists of 
6,000,000 common shares without par value of 
which 2,426,250 are issued and outstanding. Of 
the 3,573,750 unissued shares, 123,750 are 
reserved for options under the ‘‘Key Employee’s 
Stock Option Plan”. As at December 31, 1978 
options to purchase 111,750 shares are 
outstanding (but not yet exercised) at a price of 
$8.00 per share, valid to October 23, 1981. Options 
to purchase 24,750 shares at $8.00 were exercised 
in 1978. 


Expenses include: 
December 31 


1978 1977 
(in thousands) 
Depreciation emi. sin $4,661 $3,831 
Directors’ and senior EO RGED 
officers’ remuneration $° 472 Sra. 


December 31 
1978 _1977 
834% 11%% 
SeriesA Series B Total Total 
(in thousands) 

$12,000 $11,000 $23,000 $23,000 
$ 9,826 $10,230 $20,056 $21,124 

— 770 770 LO 
$ 9,826 $ 9,460 $19,286 $20,354 


formula which limits the availability of retained 
income for payment of dividends. As of December 
31, 1978 approximately $12,500,000 is available 
for distribution under the most restrictive tests. 
Minimum sinking fund payments required in each 
of the five years following December 31, 1978 are 
as follows — 


1979 $ 770,000* 
1980 $1,116,000" 
1981 $1,130,000 
1982 $1,130,000 
1983 $1,130,000 


* Net of amounts acquired and lodged for future 
sinking fund requirements. 


Pension plans: 


The Company’s hourly employees at the Western 
Manufacturing Division are members of an 
industry pension plan to which the Company 
contributes. In addition, the Company has a 
number of contributory pension plans, 
participation being available to substantially all of 
its other employees. Length of service and 
individual earnings determine the pensions and 
retirement benefits for all members of the 
Company plans. It is the Company’s practice to 
provide for its portion of the cost of pensions and 
retirement benefits accrued, through charges to 
earnings determined by periodic actuarial 
computations. Actuarial reports prepared as of 
December 31, 1977 revealed that the Company 
plans were fully funded. 


Dividends paid: 

The Company paid four quarterly dividends 
during the year amounting in total to $1,178,695. 
Dividends, on a split share basis, were paid at a 
rate of 10.83¢ per share for the first quarter, 
increased to a rate of 12¢ per share for the 
second and third quarters and to 14.17¢ per 
share for the last dividend paid in the year. 
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Consolidated Statement of Changes in Financial Position 


| 


| Financial resources were provided by: 
Operations — 


Items which did not involve an outlay of 
working capital — 


| . . 
Depreciation As whee se eae ae ee 
| Deferred income taxes .................. 


Amortization of debenture issue costs 


Financial resources were used for: 


ee 


Auditors’ Report 


To the Shareholders of 
Scott Paper Limited: 


We have examined the consolidated statement of 
financial position of Scott Paper Limited as at 
December 31, 1978 and the consolidated 
statements of income and retained income and 
changes in financial position for the year then 
ended. Our examination was made in accordance 
with generally accepted auditing standards, and 
accordingly included such tests and other 
procedures as we considered necessary in the 
circumstances. 
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Year ended December 31 


Income dor the veareis sae ee eee 


of Fer ohvel se) le ete! el fe: (6:) emleaie 


@) jel sei ep\exie we. (elise! <6) (8! ‘eile; 9) 
a? (eye) jou ’a? ai eo) oi (eijre 18) Lelie) 
2) is) ©) cen (w! cei (@ 0) (6; (et fe! 8) a) 


Loss on disposal of fixed assets ......... 


ein tet Yer tele’ Sadie reme! uel isis ie re 


Issiie. of Commonsh ares aay aera ee 
Proceeds on disposal othixed assetsuan aera 


©} Yor Seius; ‘etter hiss reuekenie 


a) vet \e) fey “er, te) ne) Hef one We) elke s6 


Additions todixed/assets 3) sa ee ee ee 
Dividends. 20g Whe LO ies ee et ee 
Reductionof lony-term-debte a ee nen eee 
Increase in miscellaneous assets .............. 


©) (om | Ae) so ie) ‘8! ie) dulce, cel et ents 
el Wye: ste re! jollin ey ge: he: Ley elie, 
©: ie el 0) 6) fe) fe) 0 0) #1 i <6! [6 56 


‘©, fe| ‘el. fe ve ie Jee: 16; site) (0! Teh ce 


Increase (decrease) in working capital during the year 
Working capital at beginning of yearse= 


Working capitaltat endiol year. ee 


ee 


1978 1977 
(in thousands) 


is: eile: (ether lec erage: (wy je) 


(2,582) 
14,703 
$12,121 


1075 West Georgia Street 
Vancouver, B.C. 
February 16, 1979 


In our opinion, these consolidated financial 
statements present fairly the financial position of 
the Company as at December 31, 1978 and the 
results of its operations and the changes in its 
financial position for the year then ended in 
accordance with generally accepted accounting 
principles applied on a basis consistent with that 
of the preceding year. 


Price Waterhouse & Co. 
Chartered Accountants 


SCOTT PAPER LIMITED 


Ten Year Review 


1978 LOTT NST OMA DPNO/ARN OTS 1972 1971s 2197081969 


(thousands of dollars except per share) 


Sales and Earnings 

IMetrsalessrrr ce sos) $116,539 103,884 99,431 84,629 73,571 56,295 48,118 42,910 39 762 35,789 
epreciationinnss +. 146: 4001993 831553,8693,2869"3, 008) 2739452 0311 78001406 1312 
Interest expense 4255. - 2 075 mee aloe) 306 82 015122001 099 1103 879 448 334 
Income before taxes ... 6,555°75,6/74 6,143 5,404 5523 3538 3244 3049-3183 3,268 
TMCcOME taxes 2... 6. s. 2 Oo LOnme 2 01592578 244582 586 el o446 1557 1465 81-600 1,700 
Income after taxes .... UpEey) eel) easier, Sse) Sipteys MSISEN lier alseteley Jbccyeyei | Brelote: 
Per Share* 

Income before taxes ... $ 2.70 Werle Westie, . Jase YO bee Abele, (Vee Eee es 
Income after taxes .... 5 Mev, MERSP Mae eey SII)? .83 .70 .66 .66 .65 
CARS AUTO ee 4.54 O. Ont On/ 4s) Leet 3 3) Oeil 4 weeny 6 ee le OotemeL o> Baer eo) 
Dividends paid. eee... 49 43 40 .40 BS BS ey) 30 30 30 
Shareholders’ Equity .. 14°63 7 13 425019733 125 10:4 9 529.035 864s 28) 17.9); 


Number of shares out- 
standing (thousands) 2,426 2,402 2,400 2,400 2,400 2,400 2,400 2,400 2,400 2,400 


Condensed Funds Statements 
Source of funds 


—operations ....... $ 11,026 9,373 8,983 7,705 7,447 5,619 4,266 3,918 3,799 3,070 
— long term financ- 
feancotnen ss | 296 37 38 10,892 58 429 95 11,482 2,804 2,642 


11,322 9410 9,021 18597 7,505 6,048 4,321 15,400 6,603 5,712 


Expenditures for 
— fixed assets ...... 7,773 9,813 7,589 7,056 7,816 5,677 3,087 3,376 6,701 4,797 
—dividends ........ 117 Oe sO OO me 9608 SOO SOC My GO mn Uy 0S ea20 
— repayment of long 
term borrowings 
AVIGHOLET Gee 2% 1,089 1,139 195 13 763 7 608 — 6,100 _ — 


10,041 11,992 8,744 8,029 9,379 7,085 3,847 10,196 7,421 5,517 


Net increase (decrease) 
in working capital .. $ 1,281 (2,582) 277 10,568 (1,874) (1,037) 474 5,204 (818) 195 


Financial Position 


GimrentassScls wien. $ 33,307 33,727 31,215 25,960 23,416 13,974 13,248 12,990 11,113 10,493 
Current liabilities ..... 19,905 21,606 16,512 11,534 19,558 8,242 6,479 6,695 10,022 8,584 
WOtking capital... 4: 135402912, 12 161457 03145426 .73/8538.5,7324 6,769. 6,295,01,091) (1909 
Fixed assets at 

net book value...... 52,027 49,106 43,170 39,480 35,740 31,031 28,206 27,206 25,610 20,334 
ioupterin depter: 19,286 20,354 21,464 21,633 10,636 11,400 12,000 12,000 6,100 3,300 


*Years 1969-1977 have been restated to reflect a 3 for 1 share split on December 4, 1978. 


SCOTT PAPER LIMITED 


Officers 


GEORGE TN OILEARY. 

Chairman, President # Chief Executive Officer 
THOMAS J. BIRKENHEAD 

Controller 

JAMES C. BOYLE 

Assistant Vice President (Industrial Marketing) 
W. MICHAEL FERRIE 

Assistant Vice President 

(Director of Corporate Personnel) 
BERNARD A. GOULET 

Vice President (Manufacturing) 

JOHN J. HERB 

Secretary 

DOUGLAS HOLME 

Vice President {Corporate Development) 
PETER JuPETERS 

Vice President (Finance) and Treasurer 
JOHN E. PHILIP 

Assistant Vice President 

(Ventures & Product Development) 

H. PETER SANAGAN 

Vice President (Marketing) 

DAVID H. R. STOWE 

Assistant Vice President 

(Director of Consumer Sales) 


Transter Agent and Registrar 
THE CANADA TRUST COMPANY 
Vancouver, Calgary, Toronto, Montreal and Halifax 


Stock Listings 


Vancouver, Toronto and Montreal Stock Exchanges 
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Board of Directors 


H. CLARK BENTALLt 

Chairman & Chief Executive Officer 
Dominion Construction Company Limited 
Vancouver, B.C. 

GILBERT C. CLARKE 

Retired Businessman 

London, Ontario 

ALEX W. FISHER, Q.C.+ 

Associate Counsel, Davis # Company 
Vancouver, B.C. 

W. DOUGLAS H. GARDINER¢#+ 

Vice Chairman 

The Royal Bank of Canada, Toronto, Ontario 
CHESTER A. JOHNSON+# 

President 

Whonnock Industries Limited 

Vancouver, B.C. 

GEORGE L. O’/LEARYt# 

Chairman , President & Chief Executive Officer 
Vancouver, B.C. 

PETER J. PETERS+ 

Vice President 

Vancouver, B.C. 

JAMES D. STOCKERt 

Vice President, Group Executive & Director 
Scott Paper Company, Philadelphia, Pa. 
MARCELLIN TREMBLAY 

President 

Canadian Provident Group, Montreal, Quebec 


+ Member of the Executive Committee 
+ Member of the Audit Committee 


Annual Meeting 


The Company’s Annual Meeting of Shareholders 
will be held at 11:30 a.m. on April 24, 1979 in the 
Arbutus Room at the Four Seasons Hotel, 
Vancouver, British Columbia. 


Operating Subsidiary — 
100% Owned 


Westminster Paper Company Limited 


4 


TO OUR SHAREHOLDERS 
AND EMPLOYEES 


Sales and earnings results for the first six 
months of 1978 are encouraging and were the 
result of sound performances by the market- 
ing, manufacturing and administrative divisions 
of the company. Net sales for the period rose 
by 5.8%, from $55,750,000 to $58,989,000. 
Net income amounted to $2,083,000, or $2.60 
per share, compared to $1,900,000, or $2.38 
per share, for a 9.6% increase over 1977. The 
increase in the number of shares outstanding 
from 800,000 to 800,750 is due to the com- 
pany's stock option program. 


The quarterly dividend was increased in 
April from $.325 per share to $.36 per share, in 
line with A.I.B. regulations in effect for 1978. 


The increase in net income after taxes is the 
result of increased sales, improved efficiencies 
and a decline in the rate of income tax appli- 
cable for the period. For the first six months 
of this year, a rate of 37% has been used 
compared to 40% for the first half of 1977. The 
difference is due to the application of 
investment tax credits arising from our capital 
spending program and the 3% inventory tax 
credit instituted by the Federal Government 
after our first half 1977 report was published. 


Early in June, we announced in a press 
release that an offer had been made for the 
assets of Lennox Paper Limited of Lennoxville, 
Quebec. These assets include a modern tissue 
machine, converting equipment and land and 
buildings. The offer is being reviewed by the 
Foreign Investment Review Agency of the 
Federal Government. 


We are pleased to announce the appoint- 
ment of Mr. Marcellin Tremblay as a director. 
Mr. Tremblay is President of the Canadian 
Provident Group of Companies and Chairman 


of the Canadian Life Insurance Association of 
Canada. A native of Montreal, he is also a 
director of several other prominent corpora- 
tions and institutions in the Province of 
Quebec. 


For the Board of Directors 


eee COTT PAPER LIMI 


Chairman 
REPORT TO THE SHAREHOLDERS 
For the First Six Months f 1978 


Vancouver, B.C. 
July 17, 1978 
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Box 3600, Vancouver, B.C. Canada V6B3Y7 
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SCOTT PAPER LIMITED 


CONSOLIDATED STATEMENT OF INCOME 
(in thousands except on a per share basis) 


Sales, less discounts and allowances) 23230 


Expenses (Note 1): 
Cost of products: Sold <<. oi ean ences a ent nee eae 
Marketing, general, administrative and 
development expenses .csaccya aise cere ele eye eee ene 
Interest and amortization of debenture issue costs .................... 


Income before taxes. cules ou kes tee eee eu rere 
Provision for taxes:On, INCOM G ss eee ene ere eee eee ar 


Income after taxes for the: DeniOch F a aay ergs cree eee eee 


Income per share after taxes 2. 72%. ae cig chers oer see eee 
Dividends paid per share «2. a2 5 ve ae ene Ses ee 
Number of common: shares Outstamcim qs ss eme et eee 


NOTE 1 — Expenses include depreciation of $2,116 (1977 — $2,157). 
Unaudited and subject to year-end adjustment. 


CONSOLIDATED STATEMENT OF SOURCE AND 
APPLICATION OF WORKING CAPITAL 
(in thousands) 


SOURCE: 
Income for the PeriOd cx sca. < cece teers ieee mene ene eee 
Add — Charges which did not involve an outlay 
of working capital: 
Depreciation (Note 1) 22 2. eevee eee nee ee 
Deferred income tax... a. sa. eeeis eens eee ai ee 


APPLICATION: 
Net. additions to fixed assets" 2. 2.250). 1 eee ee ., 
Dividends 


Increase in working capital during the period ..................) ane 
Add — Working capital at beginning of the year ...................... 


Working, capital at end of the period 25) 0. eee 


First Six 


Months 1978 


$58,989 


41,330 


12,968 
1,385 


First Six 


Months 1978 


$ 2,083 


2,110 
520 
21 


First Six 
Months 1977 


$55, /50 


39,188 


12,088 
1,305 


92,0611 


First Six 


Months 1977 


$ 1,900 


